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Kmart Corporation 


1979 HIGHLIGHTS 


(Thousands) 


1979 

1978 

Sales 

$12,731,145 

$11,695,539 

K mart, Kresge and Jupiter stores 


2,069 

1,891 

Net income 

$ 

357,999 

$ 343,706 

Earnings per common and common 
equivalent share 


$2.84 

$2.74 

Cash dividends declared 

Per share 

$ 

103,036 
$ .84 

$ 87,854 

$ .72 

Employee compensation and benefits 

Per sales dollar 

$ 

1,939,400 

15.23% 

$ 1,707,753 
14.60% 

Depreciation and amortization—owned assets 
Per sales dollar 

$ 

93,326 

.73% 

$ 77,291 

.66% 

Property additions—owned assets 

$ 

291,672 

$ 217,410 
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K mart Corporation 


TO OUR SHAREHOLDERS 


We are pleased to report record 
sales and profits for 1979. 

K mart sales for the 52-week 
fiscal year ended January 30, 
1980 were $12,731,145,000, a 
12.8% increase over the 
$11,286,609,000 reported for 
the 53-week fiscal year ended 
January 31,1979 excluding 
Australian sales. Net income for 
the year was $357,999,000 
compared with $343,706,000, 
an increase of 4.2%. Earnings 
per common and common 
equivalent share were $2.84 
compared with $2.74 in the 
prior year. 

Sales for the year were in line 
with expectations. However, 
operating results were adversely 
affected by inflationary 
pressures on expense ratios 
throughout the year. Selling, 
general and administrative 
expenses, including advertising 
and net interest expense on 
debt, were 22.5% of sales 
compared with 21.5% in the 
prior year. 

Due to the Australian 
restructuring in December 1978, 
the sales and operating results of 
Kmart (Australia) Limited are no 
longer consolidated. In 1979, 
earnings from our Australian 
investment was accounted for 
on the equity method. However, 
prior year sales and operating 
results still include the Austra¬ 
lian operations as originally 
reported. 


In the fourth quarter of 1979, 
the company adopted the LIFO 
(last-in, first-out) inventory 
method of accounting for 
substantially all domestic 
automotive and sporting goods 
inventories, which previously 
were accounted for under the 
FIFO (first-in, first-out) 
inventory method. The effect of 
this accounting change reduced 
corporate earnings by $.05 per 
share. The inflationary effect on 
the remaining inventory as 
measured by the LIFO method 
was comparable to the prior 
year. If the FIFO method of 
inventory accounting had been 
used by the company, 
inventories would have been 
$203.3 million and $131.1 
million higher than reported at 
January 30,1980, and January 
31,1979, respectively. 

The effective income tax rate 
in 1979 was 43.2% compared 
with 46.1% for 1978. This 
reduction was due to the lower 
statutory U.S. corporate income 
tax rate in 1979, a substantially 
higher investment tax credit, 
and accounting for earnings 
from our Australian interests on 
the equity method. 

In 1979, the annual dividend 
rate was increased by 16.7% 
from $.72 to $.84 per share. 
This represents the fifteenth 
consecutive year of annual 
increases in dividends paid 
resulting in a 15-year compound 
annual growth rate of 18.1%. 

During the year, 193 K marts 
were opened compared with 162 
in the prior year excluding 
Australian stores. In 1980, we 
anticipate that our store expan¬ 


sion program will approximate 
our 1979 program. 

During the fourth quarter of 

1979, Kmart Canada Limited, 
our wholly-owned subsidiary, 
acquired the Canadian footwear 
operations of SCOA Industries, 
Inc. of Columbus, Ohio. Of the 
186 SCOA retail units involved 
in the transaction, 109 are 
leased departments in Kmart 
Canada stores with the remain¬ 
der in leased departments in 
conventional department stores 
and separate retail locations. 

During the first quarter of 

1980, Kmart, through a wholly- 
owned subsidiary, offered to 
purchase all of the shares of 
Furr’s Cafeterias, Inc., an 
operator of a chain of 76 cafete¬ 
rias in the southwestern part of 
the United States. The purchase 
has been approved by the Boards 
of Directors of both companies, 
and it is expected that a merger 
of the companies will be success¬ 
fully accomplished. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




Despite the great measure of 
uncertainty, nearly all economic 
forecasters agree that a 
downturn in the economy will 
occur in 1980, with real gross 
national product expected to 
range between zero growth rate 
to a 2% decline. In such an 
environment, with anticipated 
lessening in demand, we will 
continue to have expense 
pressures. We are not pessi¬ 
mistic, however, and believe that 
our ability to offer exceptional 
price and value to our customers 
will provide us with a competitive 
advantage. 

With current economic news 
so uniformly dismal, it maybe 
difficult for some people to look 
to the decade ahead with 
enthusiasm. However, there are 
many more exciting, positive 


opportunities for your company 
in the ’80s than maybe 
apparent to followers of the 
“gloom and doom" analysts. 

Developing a business plan 
and providing for the people and 
financing to accomplish that 
plan were the hallmarks of 
K mart’s successful growth in 
the '70’s, a decade filled with 
economic events not easily 
accommodated. 

As we stand at the threshold 
of the ’80s, K mart’s resources 
are far more substantial than 
they were at the beginning of the 
prior decade. 

In 1969, K mart’s sales totaled 
$2.2 billion. In 1979, we reached 
$12.7 billion, for a ten-year 
compound annual growth rate of 
19.3%. Net income in 1969 was 
$54.4 million compared with 
$358.0 million in 1979, a 
compound annual growth rate of 
20.7%. Over 78 million square 
feet of Kmart salesfloor space 
was opened to the public in the 
U.S., Canada and Puerto Rico 
during the past ten years. 

These results were achieved 
during a period of economic 
difficulties. In 1970, the country 
was emerging from a recession; 
1971 saw the imposition of wage 
and price controls; 1973 brought 
an Arab oil embargo; 1974 and 
1975 provided hyper-inflation 
and the worst recession since 
the ’30’s. The nation s gross 
national product dropped 5.2% 
from peak to trough. While the 
economy has improved 
somewhat since the last 
recession, it has been a series of 
zigzags over time with unrelent¬ 
ing. continuing inflation. 

Throughout this period. 


Kmart operated with a plan. 

Sales for the year ended January 
1973, were $3.8 billion and we 
publicly stated a goal of $8 
billion in sales for 1976. Sales for 
1976 reached $8.4 billion. In 
1976, a target of $13 billion was 
announced for 1979. That figure 
included the sales of our 
Australian K marts which were 
consolidated at that time; 
however, we no longer include 
Australian Kmart sales in our 
consolidated reports. If 
Australian K mart sales were 
added to our 1979 sales of $12.7 
billion, we would have exceeded 
our $13 billion sales target for 
1979. In 1979, a new sales target 
of $20 billion was announced for 
1983. 

Kmart is planning to accom¬ 
modate the needs of value¬ 
conscious shoppers in the 
decade ahead. There is over 100 
million square feet of selling area 
in place, it is serviced by over 
250,000 employees, backed by a 
corporate net worth of $2.2 
billion and a growth plan that is 
ambitious and achievable. We are, 
indeed, optimistic about the ’80s! 


March 17.1980 
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AN AMERICAN DREAM 


The American home. It is still the dream of 
most Americans to own their own home. And 
just as Kmart provides value at low prices in 
such needs as apparel, health and beauty 
aids, automotive accessories and sporting 
goods, Kmart is there offering home¬ 
owning consumers merchandise they need 
to attractively accessorize their homes. 
Whether it is for the kitchen or the bath¬ 
room, the bedroom or the family room, or 
any of the rooms that make up a home, 
Kmart offers top quality, name-brand prod¬ 
ucts as well as first quality, private-label 
merchandise at great savings. In this par¬ 
ticular era, when every spendable dollar " 
must be wisely allocated, the values that 
Kmart offers make home decorating just a 
little more affordable. 

The 1980s promise to be a particularly ex¬ 
citing time in the history of the Kmart dis¬ 
count department store because of some 
very important demographic trends. We 
have always described the Kmart discount 
department store as the store for middle- 
income, home-owning, younger-to-middle- 
age consumers. Specifically, we mean hus¬ 
band and wife families between the ages of 
25 and 44 with incomes predominantly in 
the $15,000 to $35,000 a year level in cur¬ 
rent dollars. This group will have spectacu¬ 
lar growth in the decade of the 1980s. It is 
estimated that between 1977 and 1990 the 
number of these households will increase by 
55 percent, to a total of 18.3 million. Kmart 
is highly equipped to help these particularly 
acquisitive Americans enhance the comfort 
and attractiveness of their homes. 

Kmart buyers and their suppliers regularly 


monitor the home fashion ideas emerg¬ 
ing on the east and west coasts where indus¬ 
try trends originate. Kmart buyers work 
with suppliers to translate these trends into 
quality home accessories that can be sold at 
K mart’s discount prices. In merchandise 
lines where shoppers have indicated a de¬ 
sire for higher price points, Kmart has care¬ 
fully introduced some upgraded items. In 
the past several years, sales in Kmart’s 
home accessories lines have increased im¬ 
portantly indicating we are correctly re¬ 
sponding to our market. 

In the accompanying pictures, we have 
selected merchandise from throughout 
typical Kmart stores and designed vignettes 
of rooms to illustrate the quality, breadth, 
attractiveness and versatility of our home 
accessories assortment. 

The ability to combine merchandise from 
numerous departments into attractive 
room groupings testifies to the emphasis 
the buying staff has placed on coordinating 
current trends in materials, designs and 
colors across departmental lines. 

The patio scene highlights a Textilene® 
umbrella and wrought iron outdoor furni¬ 
ture which has surpassed redwood in popu¬ 
larity. The furniture is an example of Kmart 
responding to consumers’ demands for up¬ 
graded merchandise. The charcoal barbe- 
que kettle is designed exclusively for Kmart 
by Weber and is available in stores this 
spring. The furniture is complemented by 
the indoor-outdoor grass-look rug from 
floor covering, the vinyl slat roll-up blinds 
from curtains/drapes, and the mum and 
azalea plants from horticulture. 
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Kiiiart's wick: assortment..of accessories to ‘ •' ! 
be used in.the bedroom—curtains and ! 

drapes, bedspreads, quills, blankets, sheets " i 
. and pillowcases, rugs—provides a generous i 
ehoiee of patterns and colors that can be .] 

coordinated. The bedroom scene was as-. j 

sembled by first selecting the patterned bed- j 

.spread with^shams and. snatching curtains---j 

Picking up colors from the floral design .-we ■ ! 

added a contemporary geometric-style rug ' ( 

in shades of blue, a warm beige blanket and ■ : 

solid medium-blue bed linens.The small 
bedside table and wood-base lamp complete 
.-the traditional atmosphere..-'■ 

The color scheme of the bathroom was 1 

created by choosing the.natural tone ! 

wicker-look ensemble and the glass/chrome ' ! 
tables from the furniture department, the - 
sculptured beige rug from floor covering. ■ ' 

and the coordinating Cannon" 1 . Monticello 
■Santa Cruz.rust and beigetowels from 
dry goods. The flower and plan! from j 

horticulture/decorative (lowers and the vase' , 
from glassware accent the setting. i 
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The family room grouping combines mer¬ 
chandise from fifteen departments includ¬ 
ing curtains/drapes, building materials, 
electric, pictures/frames, needlework and 
glassware. The versatile brass cuspidor 
from home improvements was chosen to 
use as a vase for fabric flowers and the bird 
cage was found in the pet department. Al¬ 
though the books, records, television and 
stereo are not accessory items, per se, this 
Kmart merchandise enhances the pleasure 
derived from the home environment. 
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Kmart is a national brand retailer. The 
kitchen composite reflects the range of our 
national brand lines. Armstrong Solarian® 
no-wax tiles cover the floor. The table is set 
with Corelle® Expressions dinnerware, 
Rogers stainless tableware and Libbey glas¬ 
ses. The appliances are a Sharp Carousel 
microwave oven, and a General Electric food 
processor and a General Electric Toast-R- 
Oven. We rounded out the scene with a 
harmonious assortment of Kmart kitchen 
wares including canisters, clock, spice rack 
and cookie jar. 

K mart’s strong value-price-merchandise 
quality reputation among a broad middle 
range of households was emphasized by 
Chairman Robert E. Dewar before the New 
York Society of Security Analysts in May, 
1979: 

“During the early years of the 1970s, 
many of the things that Kmart was doing, 
and continues to do today, went unnoticed 
by retail analysts and by our competitors. It 
is true that there were many interesting 
phenomena in the areas of consumer 
demographics and new retailing concepts 
that were catching the attention of many, 
such as the birth dearth, rapidly escalating 
incomes, instant gratification merchan¬ 
dise, and new consumer life styles. While 


Kmart did not ignore these things, we did 
keep our focus on households and families 
and a belief that all of those post-World War 
II babies, once they got out of college, would 
become typically middle income, with the 
same values as their parents, and with 
home ownership the centerpiece of their ef¬ 
forts to gain the good life. What we hadn’t 
anticipated were things like the 1973 oil 
embargo, the severe 1974-75 recession, and 
today’s hyper-inflation. But out of these 
events has come a new consumer with a 
strong value orientation, and nothing could 
be better for K mart. 

“The name ‘Kmart’ is a very well known 
trademark standing preeminently for low 
price; and with the efforts we have put into 
enhancing the quality of our merchandise 
assortments during the decade of the 
1970s, exceptional value is also closely as¬ 
sociated with Kmart Corporation. We now 
have convenient locations for all of these 
suburban shoppers, a strong value-price- 
merchandise quality reputation, and a 
broad consumer franchise. And we have 
both the dedication and the flexibility to 
make sure we continue to serve this broad 
middle range of households. 

“Management Horizons Inc., in a recent 
report discussing a broad range of demo¬ 
graphic trends, summed it up this way in 
referring to the potential for discount 
stores. The opportunity to acquire mer¬ 
chandise at lower prices and with greater 
time convenience will be very much ap¬ 
preciated by consumers in the intervening 
years to 1990. As levels of education rise, 
the confidence of shoppers to independently 
select merchandise will also grow. No deter¬ 
rents to continued preference for discount 
self-service retail establishments can be 
found in the emerging demographic trends.’” 


Footnote: 

Texlilene Is a registered trademark of Twitched Corporation 
Cannon Is a registered trademark of Cannon Mills. Inc. 
Solarian Is a registered trademark of Armstrong Cork Company 

10 Corelle ts a registered trademark of Corning Class Works 
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Kmart Corporation ' 



10-YEAR PERFORMANCESUMMARY 




1979 

1978 

OPERATING RESULTS (Millions) 



Sales 

$12,731 

$11,696 

Licensee fees and rental income 

127 

117 

Equity in income of affiliated retail companies 

37 

22 

Cost of merchandise sold 

9,283 

8,566 

Advertising 

301 

273 

Selling, general and administrative expenses 

2,537 

2,230 

Interest expense—net 



, Debt 

29 

17 

Capital leases - 

120 

115 

. Income before estimated income taxes 

625 

634 

Income from retail operations 

355 

342 

Net income 

$ 358 

$ 344 

Earnings per common and 



common equivalent share 

$ 2.84 

$ 2.74 

FINANCIAL STATISTICS Return on sales : 



Income-before estimated income taxes 

4.9% 

5.4% 

Income from retail operations - 

2.8% 

2.9% 

■ Net income 

2.8% 

2.9% 

Debt .& equivalent as a % of total capitalization 

43.1% 

44.4% 

Return on assets (beginning) 

7.4% 

7.7% 

Return on stockholders' equity (beginning) 

18.7% 

20.8% 

- Employee compensation & benefits, per sales dollar 

15.2% 

14.6% 

Book value per share 

$ 17.79 

$ 15.68 

Current ratio 

1.8 

1.9 

SALES AND STORE STATISTICS . Sales-Analysis (Millions) 



Kmart 

$12,249 

$11,208 

Kresge and Jupiter 

482 

488 


$12,731 

$11,696 

a u.s. 

$12,077 

$10,682 

Foreign ... 

_654 

1,014 


$12,731 

$11,696 

. Stores in. Operation 



. ... Kmart- • ... -V ‘ ... 

1,688 

1,496 

.V-' - : •' • Kresge and Jupiter • 

_381 

395 


2,069 

1,891 

: .... . : . • • u.s. . ; • .■ - 

1,894 

1,718 

1 A ... Foreign , .... 

_ 1TO 

173 


2,069 

1,891 

; . a . • , . Selling'Area -Square; Feet. (Minions )' . 



.. A ' Kmart 'v. •J. - --.A 

99.1 

89.6 

-.A .-.A.::. : A ! Kresge and Jupiter . .. - ...... 

4.5 

.. 4.7 


103.6 

94.3 

; ACOBflMON STOCK MARKET DATA Price, range-high 

$ 28% 

$ 29%. ■ 

A;'" A.,YA_ A-. .:v / ;,A ;. A Y r ■ v . -low ' . - , : 

$ 22K 

$ 22V4 

• , A ■ .' : P/Fratio (average) A. / \ A A 

9 

9 

- Dividends declared A . .. - 

$ .84 

$ .72 

• .Dow; Jones;Industrial Index—high 

898 

908 

'■ ■ - . v. v • ; ■ • --low • . . 

797 

742 



J 2 



Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 






€? S*' 

























Kmart Corporation 

KMART CORPORATION IN PERSPECTIVE 


Description of Our Business 

K mart Corporation is a general merchandise retail chain 
which distributes a wide range of merchandise through 
the operation of a chain of discount department stores 
(K mart), variety stores (Kresge), and limited-line discount 
stores (Jupiter). 

The rapid growth of the company has evolved since 
the early sixties from the continuing development and 
expansion of the K mart division. Since the introduction of 
the K mart concept in 1962 when sales approximated one- 
half billion dollars, sales have accelerated to over five 
billion dollars in 1974 and over twelve billion dollars in 
1979. 

Since the K mart program began, sales and net income 
of the company have grown at approximate compound 
annual rates of 20% and 23%, respectively. Today, K mart 
is the largest volume discount department store and the 
K mart Corporation is the second largest non-food retailer 
in America. 

In 1979, K mart stores generated more than 96% of the 
company’s business. Since late 1971, the company has 
net opened a new variety store because of the alternative 
investment potential of K marts. However, the merchan¬ 
dise knowledge and experience gained with K mart 
growth have been helpful in improving operations and 
merchandise assortments in the variety division. 

At January 30,1980, K mart Corporation operated over 
103 million square feet of selling space in 1,688 K mart 
units and 381 Kresge and Jupiter stores in the United 
States, Canada and Puerto Rico. 


STORES as OF JAKUanV 30,1830 



K mart stores are generally one-floor, free-standing 
units ranging in size from 40,000 square feet to 96,000 
square feet. The four basic prototype K mart stores pro¬ 
vide flexibility by having a store size to fit virtually any 
community. The standard-size Kmart is 84,000 square 
feet. The medium-size stores are 61,000 to 73,000 square 
feet and the smallest store is 40,000 square feet. The larger 
stores are located in heavily populated metropolitan areas 
while the smaller stores serve less densely populated 
markets or rural communities. The company operates in 
48 states and in 261 of the country’s 275 Standard Metro¬ 
politan Statistical Areas. 

The source of K mart’s growth has not been simply add¬ 
ing new stores, but also further developing merchandise 
intensification within existing stores. For example, during 
1979, pharmacy departments were added to 180 new 
and existing K marts, bringing the total at January 30, 
1980 to 760 pharmacy departments. In 1979, K mart also 
added 21 optical departments and expanded its auto¬ 
motive service departments. The company recently com¬ 
pleted a prototype for a "do-it-youiself” department, 
combining in one area of the store, items for all depart¬ 
ments which relate to home improvement. In summary, the 
company’s goal is to improve its sales in every market or 
trade area, consistent with its return-on-investment criteria. 

At January 30, 1980, the company had two wholly- 
owned subsidiaries which are part of the domestic retail 
group and operated departments within all United States 
K marts. K mart Apparel Corp. is the company’s women’s 
ready-to-wear subsidiary. Kmart Enterprises, Inc. mer¬ 
chandises and operates sporting goods and automotive 
accessories and service departments. Also, K mart Corpo¬ 
ration has a 49% equity in substantially all of its domestic 
footwear departments which are operated by the Meldisco 
Division of Melville Corporation. 

In Canada, K mart Corporation retails a wide range of 
general merchandise through its wholly-owned subsidiary, 
K mart Canada Limited. This subsidiary is organized along 
similar lines to the parent with K mart, Kresge and Jupiter 
divisions. 

The company has an equity interest in G. J. Coles and 
Coy. Limited ("Coles”) through the ownership of 20% of 
the total outstanding ordinary shares of Coles. Coles is the 
largest general merchandise and food retailer in Australia. 

Additionally, the company is involved in underwriting 
life, accident and health insurance through its wholly- 
owned insurance subsidiary. Planned Marketing Associ¬ 
ates, Inc. (“PMA”). 


14' \ '• ’ 
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Acquisition 

Effective November 18, 1979, Kmart Canada Limited 
acquired the Canadian footwear operations of SCOA 
Industries, Inc. of Columbus, Ohio. Of the 186 SCOA 
retail units involved in the transaction, 109 are leased 
departments in K mart Canada stores, with the remainder 
being leased departments in conventional department 
stores and company-owned stores under various names. 
For 1979, the operating results of the Canadian footwear 
operations from the date of acquisition are included in the 
company's consolidated financial statements. The effect 
of the acquisition should provide opportunities for in¬ 
creased profitability and greater return-on-investment. 

Further information on the acquisition is summarized in 
Note (B) of the accompanying Notes to Consolidated 
Financial Statements. 

New Base for Kmart Growth 

The 1979 store expansion program consisted of open¬ 
ing 1 88 K mart stores in the United States and 5 in Canada. 
K mart has been able to maintain rapid expansion be¬ 
cause of the continuing excellent operating performances 
in its base of existing stores. 


The 1979 expansion program Is highlighted in the fol¬ 
lowing table: 


Stores in operation 

Kmart 

Kresge 

Jupiter 

Total 

January 31,1979 
Stores opened 

1,496 

193 

313 

82 

1,891 

193 

Stores closed 

Stores converted 
Stores in operation 

(1) 

(13) 

J4) 

(4) 

_7 

(18) 
_3 

January 30,1980 

1,638 

236 

85 

2,069 


As part of our early K mart store program, a 34,000 
square foot multi-floor Kresge variety store was converted 
to a K mart. Subsequently, five more conventional K marts 
have been opened in the same trade area. Consequently 
in 1979, when the lease-term expired, it was decided to 
close the former variety store, which originally opened 
in 1915. 

The seven stores converted to Jupiter units included 
three Kresge stores closed in fiscal 1978 in addition to the 
four converted in fiscal 1979. Also, the preceding table 
excludes the 77 additional Canadian shoe retail units 
acquired in the purchase of SCOA Industries Canadian 
footwear operations. As of January 30,1980,1,894 domestic 
stores and 175 Canadian stores were in operation exclud¬ 
ing the additional 77 Canadian shoe retail units. 

Total K mart store selling area increased 10.6% in 
1979 to 99.1 million square feet. In the past ten years, 
K mart store square feet cf selling area in the United 
States, Canac r and Puerto Rico has increased at a com¬ 
pound annual growth rate of 17.0%. 


(Stores) NUMBER OF STORES AMD (Millions) 



70 71 72 73 74 75 76 77 78 70 

■ NUMBER OF STORES EB SELLING AREA IN MILLIONS 
• OF SQUARE FEET 
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K mart Corporation 


Sales and Net Income 

K mart Corporation sales for 1979 were the highest in 
the history of the company. Sales were $12.7 billion for 
1979, up 12.8% over the $11.3 billion for 1978 excluding 
Australian sales. Net income in 1979 was $358.0 million, 
an increase of 4.2% over the $343.7 million earned in 
1978. Earnings per common and common equivalent share 
rose to $2.84 per share, an increase of 3.6% over the $2.74 
per share in 1978. Following is a breakdown of domestic 
and foreign sales and net income, respectively: 


(Millions U.S. $) Sales Increase 



1979 

1978 

(Decrease) 

Domestic 

$12,077.5 

$10,681.7 

13.1 

Canadian 

653.6 

604.9 

8.1 


12,731.1 

11,286.6 

12.8 

Australian 


408.9 

(100.0) 

Total 

$12,731.1 

$11,695.5 

8.9 


Net Income 

% 

Increase 

(Decrease) 


1979 

1978 

Domestic 

$333.1 

$324.6 

2.6 

Canadian 

12.4 

13.2 

(6.1) 

Australian 

12.5 

_5J3 

114.3 

Total 

$358.0 

$343.7 

4.2 


Due to the Australian restructuring in December 1978, 
sales and operating results of K mart (Australia) Limited 
are no longer consolidated. In 1979, the company’s in¬ 
vestment in Coles is accounted for on the equity method. 
However, the 1978 sales and operating results still include 
the Australian operations as originally reported. 

Sales approximated expectations despite the weaken¬ 
ing U.S. economy and unseasonably warm weather in the 
important final quarter of the year. Since fiscal 1979 was 
a 52-week period compared with a 53-week period for 
fiscal 1978, sales for the last 52 weeks of fiscal 1978 
provide a more meaningful comparison. On a 52-week 
basis, fiscal 1979 sales increased 14.0% for all stores and 
5.5% for comparable stores over the prior year excluding 
Australian sales. 

Net income increased 4.2% over the prior year. How¬ 
ever, pre-tax margins declined from 5.4% in 1978 to 4.9% 
in 1979, while net income margins declined from 2.9% in 
1978 to 2.8% in 1979. Gross margins were within projec¬ 
tions and compared favorably with the preceding year. 
However, these positive results were offset by expense 
pressures. Despite efforts to control expenses, inflationary, 
problems placed extreme pressure on costs such as mini- 
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10-YEAR COMPOUND ANNUAL GROWTH RATE: 19.3% 


NET INCOME S 400 

(Millions) 



10-YEAR COMPOUND ANNUAL GROWTH RATE. 20.7% 
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mum wages, payroll taxes, financing and energy costs. 

In 1979, the company adopted the last-in, first-out 
(LIFO) inventory method for substantially all domestic 
automotive and sporting goods inventories which were pre¬ 
viously accounted for under the first-in, first-out (FIFO) 
inventory method. The effect of this accounting change 
reduced corporate earnings by $.05 per share. Even 
though inflation negatively affected expenses, its impact 
on the remaining inventory previously accounted for by 
the LIFO method of inventory valuation was approxi¬ 
mately comparable with the prior year. 

Currency fluctuation losses were $2.4 million in 1979 
compared with $2.8 million in 1978. 

The effective income tax rate for 1979 was 43.2% com¬ 
pared with 46.1% in 1978. This decrease was primarily 
due to the reduction in the statutory U.S. corporate 
income tax rate, higher investment tax credit, and begin¬ 
ning in 1979, inclusion of the company's portion of the 
earnings of G. J. Coles and Coy. Limited on the equity 
method of accounting. 


EARNINGS PER COMMON AND 
COMMON EQUIVALENT SHARE 

(Dollars) 


S2 90 

2.70 

2.50 
2.30 
2.10 
1.90 

1.70 

1.50 
130 
1.10 

.90 

.70 

.50 
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10-YEAR COMPOUND ANNUAL GROWTH RATE: 18.5% 


Foreign Operations 

K mart Canada Limited’s 1979 sales, in Canadian dol¬ 
lars, increased 10.5%. However, net income was slightly 
below the prior year. Canadian results continued to be 
adversely affected by Canada’s economic problems, 
primarily high inflation and unemployment. The favorable 
sales results were due in part to the acquisition of the 
Canadian footwear operations of SCOA Industries, inc. 
on November 18, 1979. Additional information on this 
acquisition is summarized in Note (B) of the accompany¬ 
ing Notes to Consolidated Financial Statements. 

In 1979, five new K mart units were opened increasing 
total Canadian stores in operation to 175, excluding the 
77 newly acquired retail units not located within the 
K mart stores. 

In December 1978, the company restructured its invest¬ 
ments in Australia by transferring its 51 % interest in K mart 
(Australia) Limited and certain other assets in exchange 
for 20% of the capital stock of Coles, the largest retailer 
in Australia. The company’s income from Australian oper¬ 
ations in 1979, which consisted primarily of equity income 
in Coles, was $12.5 million. This compares with the prior 
year net income of $5.9 million, which related to the 
company’s 51% interest in K mart (Australia) Limited. 

As of July 28, 1979, Coles’ fiscal year, sales in 
Australian dollars were $2.2 billion, an increase of 16.4% 
over the $1.9 billion for fiscal 1978. Also, related net in¬ 
come rose to $43.9 million compared with $39.7 million 
in the prior year, an increase of 10.5%. The above Coles’ 
current and prior year results incorporate the operations 
of K mart (Australia) Limited and comparative 52-week 
fiscal years on a pro forma basis. 

During Coles’ fiscal 1979, 24 new supermarkets and 8 
K marts were opened, bringing the total number of stores 
in operation at July 28, 1979 to 44 K marts, 343 super¬ 
markets and food markets, and 176 variety stores. 

Further information on the company's investment in 
Coles appears in Note (D) of the accompanying Notes to 
Consolidated Financial Statements. 
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Licensee Operations 

The Meldisco Division of Melville Shoe Corporation 
operates the shoe departments in all K marts in the United 
States. With the net addition of 187 new footwear depart¬ 
ments in the current year, there were 1,584 footwear de¬ 
partments in operation at January 30,1980. K mart owns a 
49% equity in substantially all the footwear departments in 
operation. Kmart personnel work closely with the Meldisco 
Division, not only at the store level, but also at the buying 
and operational levels to continually improve product 
quality and merchandise presentation. 

Sales volume of the licensee footwear department in¬ 
creased 15.5% over 1978 to $572.7 million. The company 
does not include the footwear department in its reported 
sales. Equity in income increased 13.8% in 1979 to $24.6 
million. 

Additional information on the company’s investment in 
Meldisco appears in Note (D) of the accompanying Notes 
to Consolidated Financial Statements. 

Insurance Operations 

Planned Marketing Associates, Inc., the company's 
wholly-owned insurance subsidiary, increased revenues 
10.0% in 1979 with related net income increasing at a 
greater rate. The results of PMA are not consolidated and 
are accounted for under the equity method of accounting 
with net income presented as a separate line in the Con¬ 
solidated Statements of Income. 

PMA markets property and casualty coverages through 
KM General Agency, a wholly-owned subsidiary. Life and 
health insurance are marketed through another subsidiary, 
Lone Star Life Insurance Company. Lone Star Life utilizes 
a variety of distribution networks, the most rapidly grow¬ 
ing of which is the Career Agency Field Force which pro¬ 
vides insured benefit programs to America’s independent 
retailers. Lone Star Life continued to open new branch 
offices during 1979. 

See Note (D) of the accompanying Notes to Consoli¬ 
dated Financial Statements for further information on 
PMA. 

Financial Position 

The company’s strong financial position continued 
throughout 1979. Working capital amounted to $1,387.8 
million at the end of 1979, compared with $1,307.5 million 
in 1978, an increase of $80.3 million or 6.1 %. The primary 
sources of working capital were provided by operations 
and were comprised of net income of $358.0 million and 
net non-cash charges of $164.8 million. The major items 
in the non-cash charges included depreciation on prop¬ 
erty owned of $93.3 million and amortization of leased 
property under capital leases of $72.2 million. 
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Some key financial statistics related to the company’s 
balance sheets are as follows: 


($ in Millions) 

1979 

1978 

Working capital 

$1,387.8 

$1,307.5 

Working capital provided 
by operations 

$ 522.8. 

$ 487.9 

Working capital ratio 

1.8 to 1 

1.9 to 1 


Capita! Expenditures 

The major use of funds in 1979 was capital expendi¬ 
tures for owned assets of $291.7 million, an increase of 
34.2% from the $217.4 million expended in the prior year. 
This increase was due to the company’s continuing store 
expansion program, plus an increased emphasis on store 
self-development and renovation of existing stores. 

Capital Leases 

In accordance with Financial Accounting Standards 
No. 13 (FAS 13), Accounting for Leases, substantially all 
company lease obligations are capitalized and con¬ 
sidered debt-equivalent obligations. The effect of lease 
capitalization is summarized in Note (H) of the accom¬ 
panying Notes to Consolidated Financial Statements. 
Since K mart Corporation primarily leases facilities under 
long-term leases, a major source and use of funds for 
1979 included leased property under capital leases of 
$178.8 million compared with $187.8 million in the prior 
year. 

WORKING CAPITAL SOURCES AND USES 
Fiscal Year Ended January 30,1980 

(Millions) 


SOURCES OF USES OF 

WORKING CAPITAL WORKING CAPITAL 

$736 2 S655.9 
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a DEPRECIATION AND AMORTIZATION O CAPITAL EXPENDITURES 

Capita! Structure 

K mart’s financial policies have been formulated to 
assure a strong capital base providing the company 
flexibility to pursue opportunities for continued internal 
and external expansion. K mart’s growth has been 
financed primarily through internally generated funds and 
leasing of land and buildings, in accordance with FAS 13, 
capital leases of $1,422.3 million in 1979 are included 
as long-term obligations on the balance sheet. 

The company’s long-term debt in 1979 was $209.4 
million which consisted primarily of 6% convertible sub¬ 
ordinated debentures. For further information on the com¬ 
pany’s long-term debt, see Note (G) of the accompanying 
Notes to Consolidated Financial Statements. 
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E LONG-TERM DEBT B CAPITAL LEASES B STOCKHOLDERS’ EQUITY 

The company’s capital structure is summarized as 
follows: 


1979 1978 


(Millions) 

Amount 

% 

Amount 

% 

Debt due within 





one year 

$ 53.0 

1.4 

$ 48.2 

1.4 

Long-Term Debt 
Obligations Under 

209.4 

5.4 

209.3 

6.0 

Capital Leases 

Total Debt and 

1,422.3 

36.3 

1,293.9 

37.0 

Equivalent 

1,684.7 

43.1 

1,551.4 

44.4 

Deferred Income Taxes 

42.9 

1.1 

28.8 

.8 

Equity 

2,185.2 

55.8 

1,915.7 

54.8 

Total Capitalization 

$3,912.8 

100.0 

$3,495.9 

100.0 


Stockholders’ Equity 

Stockholders' equity rose to $2.2 billion at year-end 
compared with $1.9 billion in the prior year, an increase 
of 14.1%. Stockholders’ book value increased to $17.79 
per share in 1979 compared with $15.68 per share in 
1978. 

An important measure of a company’s performance is 
the rate of return on beginning stockholders’ equity (net 
income divided by beginning equity). Management’s 
policies on capital.composition, leverage and the debt- 
equity ratio have a significant effect on the rate of 
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retum-on-equity. As indicated in the 10-Year Performance 
Summary, K mart has achieved above-average levels on 
return-on-equity with respect to the retail industry. Return 
on beginning equity was 18.7% in 1979 compared with 
20.8% in 1978. This rate of return has averaged 19.1% 
for the past ten years and the past five years has aver¬ 
aged 20.6%. 



Dividends - 

Dividends have increased for fifteen consecutive years. 
During this period, dividends paid on K mart’s common 
stock increased from $.08 per share to $.81 per share, 
resulting in a 15-year compound annual growth rate of 
18.1%. The 1979 annual dividend declared was $.84 
per share, up 16.7% over the prior year. Dividends per 
share paid by quarter for 1979 and 1978 were as follows: 


Quarter 

First 

Second 

Third 

Fourth 

Total 


1979 1978 

$ .18 $ .14 

.21 .18 

.21 .18 

■21 .18 

$ .81 $ .68 


D1VSDENDS PAID PER SHARE 

(Dollars) 
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10-YEAR COMPOUND ANNUAL GROWTH RATE: 20.3% 

Market Value of K mart Corporation Common Stock 
The company's common stock is listed and principally 
traded on the New York Stock Exchange. The quarterly 
price ranges of the common stock in 1979 and 1978 were: 


Calendar 1979 1978 


Quarter 

High 

Low 

High 

Low 

First 

25% 

22% 

27Ve 

23Va 

Second 

28 

24% 

28% 

23 

Third 

28% 

24% 

295/8 

24 

Fourth 

26% 

23% 

27% 

22V4 


Equal Employment Opportunities 
The company continued to show marked progress in 
its commitment to provide equal employment opportuni¬ 
ties in all areas of employment. Particular emphasis has 
been placed in ensuring greater female and minority rep¬ 
resentation within its managerial and supervisory ranks 
which exceeded 50% for 1979. This progress is reflected 
in the company’s Employer Information Reports EEO-1 
in the report category of “officials and managers” for the 
years 1975 to 1979 as summarized below: 



Total Persons 

Percent of 

Year 

Officials/Managers 

Females & Minorities 

1975 

21,044 

41.2 

1976 

22,686 

44.4 

1977 

31,656 

46.5 

1978 

34,231 

49.2 

1979 

37,615 

52.5 
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Inflation Accounting 

The primary purpose of financial reporting is to inform 
investors and creditors about the reporting company’s 
operating results. This allows the reader to evaluate a 
particular company and to some degree, compare those 
results with other similar companies. Because inflation 
has been escalating dramatically in recent years, the 
accounting profession has been attempting to arrive at a 
method of properly measuring inflation in the financial 
statements so that the user may be able to compare more 
accurately companies within an industry such as retailing. 
In 1979, the Financial Accounting Standards Board 
(“FASB”) issued Statement of Financial Accounting 
Standards No. 33 (FAS 33), Financial Reporting and 
Changing Prices. The provisions of FAS 33 require pres¬ 
entation of certain financial information adjusted for the 
effects of inflation under the constant dollar and current 
cost methods. The constant dollar method, required for 
1979, adjusts for inflation based on the Consumer Price 
Index (“CPI-U”) for all urban consumers. As required by 
the Securities and Exchange Commission (“SEC”), the 
company’s annual report on Form 10-K for the current year 
also includes information on replacement costs of inven¬ 
tory and productive capacity. See Note (N) of the accom¬ 
panying Notes to Consolidated Financial Statements for 
further information. 

K mart Corporation supports the concept of ascertain¬ 
ing a reasonable method to measure the impact of 
inflation on corporate financial statements. Moreover, the 
company supports the FASB attempts to find such a 
solution. Nevertheless, the company believes the arbitrary 
and experimental use of the CPI-U to measure the effects 
of inflation on its financial statements can be extremely 
misleading. FAS 33 also requires the calculations of 
similar information using the current cost method, which 
will be developed for presentation in the annual report 
for 1980. This information is similar in concept to the 
replacement cost data as required by the SEC for the past 
two years. The adjustment to historical cost of mer¬ 
chandise soid under the replacement cost method, which 
approximates current costs, was only $29.3 million as 
compared with $265.8 million under the CPI-U method in 
the accompanying information. Accordingly, the com¬ 
pany cautions against simplistic use of this information 
for any type of meaningful study. 

The company reports historical earnings using the 
LIFO method in computing cost of merchandise sold for 
approximately 85% of inventories at January 30, 1980. 
This method is used with the objective of matching cur¬ 
rent costs with current revenues. Most retailers use the 
Bureau of Labor Statistics index (“BLS”) as the measure 
of inflation for the general merchandise retail industry. 

The U.S. government designed this index to measure 
inflationary increases within the retail industry. However, 
the CPI-U was developed to measure changing prices 
of a typical marketbasket of goods and services pur¬ 
chased by the average urban family which are largely 
unrelated to merchandise sold by the company. 


The “Statement of Income from Operations Adjusted 
for Changing Prices as Measured by CPI-U” for the 1979 
fiscal year shows that a substantial amount of the impact 
of inflation relates to merchandise inventories and has a 
larger impact on a growth company such as K mart. The 
adjustment to historical cost of merchandise sold under 
the constant dollar method is equal to the amount by 
which inflation (as measured by the CPI-U) exceeds the 
effects of inflation recorded in the financial statements 
using the BLS Index. For example, in 1979, inflation as 
measured by the BLS Ail Store Index approximated 5.8% 
whereas the average CPI-U index increased 11.6%. 

Since inflation measured by the CPI-U has historically 
far exceeded inflation measured by the BLS Index, the 
company believes that inflation-adjusted net income 
reported in the accompanying information may exceed 
the inflation experienced in the purchase of merchandise 
inventory in the general merchandise retail industry. 

The following table illustrates the inflationary increases 
as measured by the average CPI-U and the BLS All 
Store Index: 

1979 1978 1977 1976 1975 

CPI-U 11.6% 7.9% 6.6% 5.6% 8.7% 

BLS 5.8% 4.9% 3.7% 4.3% 3.5% 

Constant dollar calculations were also made separately 
for owned property and leased property to determine the 
respective net book value and the related depreciation 
of owned property and amortization of leased property. 
Under FAS 33, capitalized leased property is inflation 
affected but operating leases are not. The application of 
Statement of Financial Accounting Standards No. 13 
(FAS 13), Accounting for Leases, is not uniform within the 
retail industry. Since, all leases are not capitalized, the 
related inflation charge for the amortization of capitalized 
ieased assets is not comparable. 

In accordance with FAS 33, no adjustment was made 
to the provision for income taxes in computing net income 
adjusted for CPI-U. As a result, the 1979 effective income 
tax rate as shown below increases from 43.2% in the 
company’s financial statements to 97.0% based on the 
income before estimated income taxes as adjusted for 
the CPI-U. 



Historical 

as 

Adjusted 

for 

(S in Millions) 

Income before estimated 

Reported 

CPI-U 

income taxes 

$625 

$278 

Estimated income taxes 

$270 

$270 

Effective income tax rate 

43.2% 

97.0% 
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The gain from decline in purchasing power of net 
monetary liabilities is determined by calculating net 
monetary liabilities at the beginning and end of the 
year, adjusted for the change in those net liabilities during 
the year, in terms of 1979 dollars. The principal items 
relating to the gain on monetary liabilities are capital 
lease obligations which approximate 50% of the total 
long-term debt and payables. 

It is our belief that the CPI-U is not a reliable measure 
of inflation for the retail industry. The company has made 
the calculations as required in the following information, 
but cautions the reader that they are based on experi¬ 
mental theories resulting in hypothetical figures. 


Statement of Income from Operations 
Adjusted for Changing Prices as Measured by CPI-U 
Fiscal Year Ended 

(Millions) January 30,1980 

Net income as reported 

(Historical cost) $358.0 

Adjustments for the effect 
of CPI-U: 

Cost of merchandise sold (265.8) 

Depreciation on property owned (36.7) 

Amortization on leased property 
under capital leases (43.7) (346.2) 

Net income adjusted for CPI-U $ 11.8 

Net income per share $ .14 

Gain from decline in purchasing 
power of net amounts owed 
(primarily a write-down of capital 
lease obligations, long-term 

debt and payables) $370.9 

Net assets at year-end $3,262.0 


Five-Year Comparison of Selected Supplementary Financial Data 
Adjusted for Effects of Changing Prices Measured by CPI-U 


($ in millions, except per share amounts, of average fiscal 1979 dollars) 

Fiscal Year Ended 



January 30, 

January 31, 

January 25, 

January 26, 

January 28, 


1980 

1979* 

1978 

1977 

1976 

Net sales and other operating 
revenue (excluding interest 
income): 

U.S. and Canada 

$12,881.9 

$12,748.8 

$11,750.2 

$10,555.9 

$9,051.2 

Australia 

$14.0** 

$462.0 

$371.7 

$336.3 

$283.0 

Percent increase 
(excluding Australia) 

1.0% 

8.5% 

11.3% 

16.6% 

12.5% 

Cash dividends declared 
per share: 

Adjusted for CPI-U 

$.84 

$.80 

$.67 

$.41 

$.32 

Percent increase 

5.0% 

19.4% 

63.4% 

28.1% 


Market price per share 
at year-end: 

Adjusted for CPi-U 

$20 

$26 

$30 

$43 

$45 

Historical 

$22 

$24 

$26 

$35 

$34' 

Average CPI-U 

219.8 

196.9' 

.182.5 

171.2 

162.1 

Annual change in average 

CPI-U 

11.8% 

7.9% 

6.6% 

5.6% 

8.7% 


*53 weeks. 

**Due to the restructuring of the company’s investment in Australian retail operations in December 1978, Australian 
sales are no longer consolidated in 1979. See Notes (D)arid (I) of the accompanying Notes to Consolidated Financial 
Statements. 
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Management Discussion and Analysis of Operations 

1979 compared with 1978: Sales for 1979 were $12.7 
billion, a 12.8% increase over the $11.3 billion reported 
for 1978 excluding Australian sales. The sales increase 
was due primarily to the 193 K mart stores opened in 1979 
and inflation. Income before estimated income taxes for 
1979 was $624.6 million compared with $634.0 million in 
1978. Net income in 1979 was $358.0 million compared 
with $343.7 million in the prior year, an increase of 4.2%. 
Earnings per common and common equivalent share in 
1979 were $2.84 compared with $2.74 in the prior year. 

in December 1978, the company’s investment in 
Australian operations was restructured from a 51% interest 
in K mart (Australia) Limited to a 20% interest in Coles. 
In 1979, the sales and operating results of K mart 
(Australia) Limited are no longer consolidated. 

Equity in income of affiliated retail companies in¬ 
creased 72.8% in 1979 to $37.4 million primarily due to 
the restructuring of the company’s Australian interests. 
See Note (D) of the accompanying Notes to Consolidated 
Financial Statements. 

Sales and gross margins for the year were in line with 
expectations. However, operating results were adversely 
affected by inflationary pressures on expense ratios 
throughout the year. Selling, general and administrative 
expenses for the year, including advertising and net 
interest expense on debt, were 22.5% of sales compared 
with 21.5% in the prior year. 

Payroll, property and franchise taxes were $227.4 million 
in 1979 compared with $199.7 million in 1978, an increase 
of 13.9%. Without the effect of Australia, these taxes 
increased 16.0%. Property taxes, excluding Australia in 
the prior year, increased 21.9% in 1979 due to the store 
expansion program and tax increases on existing stores. 

Employee compensation and fringe benefits increased 
13.6% over 1978 to $1.9 billion in 1979. if Australian 
operations were excluded from the prior year, employee 
compensation and fringe benefits increased 16.8%. The 
increase was primarily attributable to increases in mini¬ 
mum wages, a larger number of stores and increased 
costs for pension and disability insurance benefits. 

Depreciation and amortization expense in 1979 for 
property owned increased 23.8% over 1978, excluding 
Australia, to $93.3 million. The increase was substantially 
due to the company’s store expansion program and 
escalating construction and fixture costs. 

In the fourth quarter of 1979, the company adopted the 
LIFO inventory method of accounting for substantially all 
of the company’s domestic automotive and sporting goods 
inventories which previously were accounted for under 
the FIFO inventory method. The effect of this accounting 
change reduced corporate earnings by $.05 per share. 
The inflationary effect on the remaining inventory as 
measured by the LIFO method was comparable to the 
prior year. 


The effective income tax rate in 1979 was 43.2% 
compared with 46.1% for 1978. This reduction was due 
to the lower statutory U.S. corporate income tax rate in 
1979, a substantially higher investment tax credit, and 
earnings from our Australian interests which are accounted 
for on the equity method. 

1978 compared with 1977: Sales for 1978 were $11.7 
billion, an increase of 17.6% over the $9.9 billion reported 
for 1977. Despite relatively soft sales earlier in the year, 
sales increased due to additional stores, new departments 
within existing stores, improved merchandising, the extra 
week in 1978 over 1977, and inflation. Income before 
estimated income taxes for 1978 was $634.0 million, up 
12.5% over 1977. Net income in 1978 was $343.7 million, 
an increase of 15.4% over the $297.8 million for 1977. 
Earnings per common and common equivalent share 
were $2.74 compared with $2.39 in the prior year. 

Gross margins improved over the prior year due pri¬ 
marily to favorable comparisons in selling price adjust¬ 
ments and inventory shrinkage despite the higher infla¬ 
tionary effect resulting from the LIFO inventory valuation 
method. Total expenses were well-controlled but con¬ 
tinued to increase as a percentage of sales due primarily 
to inflationary pressures in such areas as salaries, payroll 
taxes, advertising and energy-related costs. Currency 
losses after restatement for leases were $.02 per share 
compared with $.03 per share in the prior year. 

Equity in income of affiliated retail companies increased 
26.8% to $21.6 million reflecting a strong operating per¬ 
formance by the footwear licensee as well as the com¬ 
pany’s increased equity in 168 footwear departments. 

Payroll, property and franchise taxes were $199.7 
million in 1978, up 16.2% over 1977. Payroll taxes for 1978 
increased at a greater rate than salaries paid to employees 
primarily due to increased social security taxes. 

Employee compensation and fringe benefits increased 
20.6% to $1.7 billion. The increase was due primarily to 
the store expansion program and the increased costs for 
medical and pension benefits. 

Advertising costs were $272.9 million in 1978, up 
13.8% over the prior year due to inflation and additional 
advertising programs. 

Depreciation and amortization expense in 1978 for 
property owned increased 19.8% over 1977 to $77.3 
million. Amortization of leased property increased 10.3% 
to $69.1 million. In addition, interest expense related to 
capital lease obligations increased to $115.1 million, a 
10.5% increase over the prior year. These increases were 
due to the company’s continuing store expansion program. 

The effective income tax rate in 1978 was 46.1% 
compared with 47.5% in 1977. This reduction was due 
primarily to a substantially higher investment tax credit 
in the current year over the prior year. 
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REPORTS BY MANAGEMENT AND 
INDEPENDENT ACCOUNTANTS 


K mart 

Responsibility 
for Financial 
Statements 


The management of K mart Corporation is responsible for the integrity of 
all information and representations contained in the consolidated financial 
statements and other sections in this annual report. The financial statements 
have been prepared in conformity with generally accepted accounting principles 
appropriate in the circumstances and necessarily include amounts based on 
management’s best estimates and judgments. 

In meeting its responsibility for the reliability of these financial statements, 
K mart maintains comprehensive systems of internal accounting control. These 
systems are designed to provide reasonable assurance at a reasonable cost 
that assets are safeguarded against loss or unauthorized use and that transactions 
and events are properly recorded. Such systems are reinforced by a program of 
internal audit. 

The financial statements have been examined by the company’s independent 
accountants, Price Waterhouse & Co., and their report is included herein. Their 
opinion is based on an examination conducted in accordance with generally 
accepted auditing standards. In addition to the audit performed by Price 
Waterhouse & Co., K mart maintains a professional staff of internal auditors 
whose audit coverage is coordinated with that of the independent accountants. 

The Audit Committee of the Board of Directors is composed of four outside 
directors. This committee meets periodically with representatives of the inde¬ 
pendent accountants, internal auditors and management to assure that each is 
carrying out its responsibilities. Representatives of the independent public 
accountants and the internal auditors both interrelate with the Audit Committee 
to review audit results and to discuss the adequacy of financial controls and the 
quality of financial reporting. 



R. E. DEWAR 
Chairman of the Board 


R. E. BREWER 
Executive Vice President, 
Finance 


Report of 

independent 

Accountants 


To the Stockholders and Board of Directors 
of K mart Corporation 

In our opinion, the accompanying consolidated balance sheets and the related 
consolidated statements of income, income retained for use in the business and 
of changes in financial position present fairly the financial position of K mart 
Corporation and its subsidiaries at January 30,1980 and January 31, 1979, and 
the results of their operations and the changes in their financial position for the 
years then ended, in conformity with generally accepted accounting principles 
consistently applied. Our examinations of these statements were made in 
accordance with generally accepted auditing standards and accordingly included 
such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


Price Waterhouse & Co. 

200 Renaissance Center 
Detroit, Michigan 
March 17,1980 
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CONSOLIDATED STATEMENTS OF INCOME 


Fiscal Year Ended 


(Thousands) 

January 30, 

January 31, 


1980 

1979 

Sales 

$12,731,145 

$11,695,539 

Licensee fees and rental income 

127,440 

117,271 

Equity in income of affiliated retail companies 

37,351 

21,613 

Interest income 

21,395 

10,147 


12,917,331 

11,844,570 

Cost of merchandise sold (including buying and occupancy costs) 

9,282,764 

8,565,699 

Advertising 

301,485 

272,888 

Selling, general and administrative expenses 

Interest expense: 

2,537,522 

2,229,915 

Debt 

50,640 

26,975 

Capital lease obligations 

120,325 

115,110 


12,292,736 

11,210,587 

Income before estimated income taxes 

Estimated income taxes: 

624,595 

633,983 

U.S. 

222,746 

244,714 

Foreign 

13,632 

17,855 

State and local 

31,320 

32,303 

Tax effects of timing differences 

2,351 

(2,391) 


270,049 

292,481 

Income from retail operations 

354,546 

341,502 

Equity in income of insurance operations 

3,453 

2,204 

Net Income for the year 

$ 357,999 

$ 343,706 

Earnings per common and common equivalent share 

$2.84 

$2.74 


CONSOLIDATED STATEMENTS OF INCOME 
RETAINED FOR USE IN THE BUSINESS 


Fiscal Year Ended 


(Thousands) 

January 30, 

January 31, 

1980 

1979 

Income retained for use in the business at beginning of year 

$ 1,563,925 

$ 1,308,073 

Net income for the year 

357,999 

343,706 

Cash dividends declared-$.84 and $.72, respectively 

(103,036) 

(87,854) 

Income retained for use in the business at end of year 

$ 1,818,888 

$ 1,563,925 


See Notes to Consolidated Financial Statements. 
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. Kmart Corporation . 

CONSOLIDATED BALANCE SHEETS 


(Thousands) 

January 30, 

January 31, 

Assets 

1980 

1979 

Current Assets: 

Cash 

$ 140,276 

$ 181,807 

Certificates of deposit 

76,550 

11,750 

Marketable securities, at cost approximating market 

83,070 

46,966 

Accounts receivable 

76,314 

43,012 

Merchandise inventories 

2,745,562 

2,375,897 

Operating supplies and prepaid expenses 

48,731 

36,743 

Total current assets 

3,170,503 

2,696,175 

Investments in and Advances to: 

Affiliated retail companies . 

122,782 

107,252 

Insurance operations 

79,801 

89,426 

Other Assets and Deferred Charges 

35,274 

21,846 

Property: 

Land 

37,113 

33,505 

Buildings 

149,284 

102,240 

Leasehold improvements 

181,512 

129,463 

Furniture and fixtures 

1,055,074 

878,764 

Construction in progress 

30,054 

39,437 


1,453,037 

1,183,409 

. Less—Depreciation and amortization 

551,840 

469,053 

Total property owned 

901,197 

714,356 

Leased property under capital leases, less accumulated amortization 
. of $500,828 and $438,961, respectively 

1,332,862 

1,227,205 

Total property 

2,234,079 

1,941,561 


$5,642,439 

$4,836,260 




See Notes to Consolidated Financial Statements. 
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Liabilities 
Current Liabilities: 

Long-term debt due within one year 

Obligations under capita! leases due within one year 

Notes payable 

Accounts payable—trade 

Accrued payrolls, taxes and other liabilities 

Dividends payable 

Income taxes 

Total current iiabilities 


Deferred Income Taxes 
Long-Term Debt 

Obligations Under Capital Leases 

Stockholders’ Equity: 

Common stock 

Capital in excess of par value 
Income retained for use in the business 
Total stockholders’ equity 


Reproduced with permission of the copyright owner. 


January 30, 

January 31, 

1980 

1979 

$ 2,161 

$ 1,483 

50,890 

185,540 

46,765 

1,057,556 

935,691 

300,341 

253,185 

25,796 

21,986 

160,373 

129,529 

1,782,657 

1,388,639 


42,928 

28,811 

209,370 

209,256 

1,422,292 

1,293,888 


122,837 

122,142 

243,467 

229,599 

1,818,888 

1,563,925 

2,185,192 

1,915,666 

$5,642,439 

$4,836,260 
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CONSOLIDATED STATEMENTS OF CHANGES 
IN FINANCIAL POSITION 


Fiscal Year Ended 


(Thousands) 

January 30, 

January 31, 

Financial Resources Were Provided by: 

1980 

1979 

Net income for the year 

Charges (credits) not affecting working capital— 

Depreciation and amortization: 

$ 357,999 

$ 343,706 

Property owned 

93,326 

77,291 

Leased property under capital leases 

72,228 

69,131 

Increase in deferred income taxes 

Equity in undistributed income of affiliated retail companies 

14,117 

7,197 

and insurance operations 

(17,133) 

(6,024) 

Other 

2,249 

(3,388) 

Working capital provided by operations 

522,786 

487,913 

Obligations incurred under capital leases 

178,814 

187,828 

Proceeds from sale of property 

13,088 

4,109 

Property owned and leased exchanged in Australian restructuring 


137,914 

Sale of common stock under stock option and purchase plans 

14,563 

10,369 

Other 

6,943 

6,933 

Financial Resources Were Used for: 

Property additions: 

736,194 

835,066 

Property owned 

291,672 

217,410 

Leased property under capital leases 

178,814 

187,828 

Cash dividends declared 

103,036 

87,854 

Investment in Australian retail affiliate 

Other increases in investments in and advances to affiliated 


65,611 

retail companies and insurance operations 

9,097 

13,165 

Reduction in long-term debt 

Reduction in capital lease obligations (including $106,344 related to 

3,216 

1,542 

Australian restructuring in 1978) 

52,715 

154,401 

Reduction in minority interest related to Australian restructuring 


22,696 

Other 

17,334 

8,040 


655,884 

758,547 

Increase in Working Capital 

Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 

$ 80,310 

$ 76,519 

Cash and certificates of deposit 

$ 23,269 

$ 73,272 

Marketable securities 

36,104 

(143,960) 

Accounts receivable 

33,302 

(15,387) 

Merchandise inventories 

369,665 

227,252 

Operating supplies and prepaid expenses 

11,988 

3,052 

Increase (decrease) in current liabilities- 

474,328 

144,229 

obligations under capital leases and long-term debt due within one year 

4,803 

2,863 

Notes payable 

185,540 


Accounts payable-trade 

121,865 

48,152 

Accrued payrolls, taxes and other liabilities 

47,156 

4,195 

Dividends payable 

3,810 

4,955 

Income taxes 

30,844 

7,545 


394,018 

67,710 

Increase in Working Capital 

See Notes to Consolidated Financial Statements. 

$ 80,310 

$ 76,519 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


(A) Summary of Significant Accounting Policies 

Fiscal Year: The company’s fiscal year ends on the last 
Wednesday in January. Fiscal year 1979 consisted of 52 
weeks and ended on January 30,1980. Fiscal year 1978 
consisted of 53 weeks and ended on January 31, 1979. 

Basis of Consolidation:The company includes all majority- 
owned retail subsidiaries in the consolidated financial 
statements. Investments in affiliated retail companies 
owned 20% or more and the wholly-owned insurance 
operations are accounted for by the equity method using 
their December financial statements. All significant inter¬ 
company transactions and accounts have been elim¬ 
inated in consolidation. 

Foreign Operations: The company translates substantially 
all foreign currency accounts into U.S. dollars at exchange 
rates in effect at the end of each period for current assets 
(excluding inventories) and for substantially all liabilities; 
at historical exchange rates for inventories, owned prop¬ 
erty, leased property and the related depreciation and 
amortization, and all other noncurrent assets; and at 
average exchange rates during the period for revenue 
and expenses. Exchange gains or iosses are included in 
net income. 

Inventories: Merchandise inventories are valued at the 
lower of cost or market, using the retail method, on the 
last-in, first-out basis for substantially all domestic in¬ 
ventories and the first-in, first-out basis for the remainder. 

Property Owned: Land, buildings, leasehold improvements 
and equipment are recorded at cost. Major replacements 
and refurbishings are charged to the property accounts 
while replacements, maintenance and repairs which do 
not improve or extend the life of the respective assets are 
expensed currently. 

Generally, in the case of ordinary retirements, the cost of 
properties is charged to the allowance for depreciation 
and, in the case of extraordinary retirements such as those 
resulting from abandonments of locations and complete 
rebuilding at locations, the cost of properties retired and 
the accumulated depreciation thereon are eliminated 
from the accounts and the resulting gain or loss is taken 
into income. 

Depreciation: The company computes depreciation on 
owned property principally on the straight-line method for 
financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased, 


and improvements are amortized over the term of the 
lease but not more than 25 years. Other annual rates used 
in computing depreciation for financial statement pur¬ 
poses are 2% to 5% for buildings, 10% for store fixtures 
and 4% to 33% for other fixtures and equipment. 

Leased Property Under Capital Leases: The company 
accounts for capital leases, which transfer substantially 
all of the benefits and risks incident to the ownership of 
property, as an acquisition of an asset and the incurrence 
of an obligation. Under this method of accounting for 
leases, the asset is amortized using the straight-line 
method and the obligation, including interest thereon, is 
liquidated over the life of the lease. All other leases 
(operating leases) are accounted for by recording periodic 
rental expense over the life of the lease. 

Licensee Sales: The company’s policy is to exclude sales 
of licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice 
of treating as current period expenses those store oper¬ 
ating costs incurred prior to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided on 
non-permanent differences between financial statement 
and taxable income. 

The company accrues appropriate U.S. and foreign taxes 
payable upon all of the earnings of subsidiaries and 
affiliates, except with respect to earnings which are 
intended to be permanently reinvested. Any additional 
taxes or credits related to subsequent distributions of 
such earnings are determined and taken into account 
at the time of distribution. 

Investment Credit: The company uses the “flow through” 
method of accounting for investment credit whereby in¬ 
come tax expense is reduced for the period in which 
expenditures create the tax benefit. 

Interest Capitalization: During the fourth quarter of 1979, 
the company adopted the accounting policy of capital¬ 
izing interest during the construction period on assets 
acquired for their own use to conform with Statement of 
Financial Accounting Standards No. 34 (FAS 34), Capital¬ 
ization of Interest Cost. The effect of this change was not 
significant. 
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(B) Acquisition 

Effective November 18, 1979, K mart Canada Limited, a 
subsidiary of the company, acquired for $11.6 million in 
cash, S.C.C. Shoe Corporation of Canada, Ltd. ("SCC") 
and Canmart Shoe Limited (“Canmart”). SCC and 
Canmart operate the footwear departments in Canadian 
K marts and also operate a number of leased footwear 
departments in conventional department stores and sep¬ 
arate retail locations. The acquisition has been ac¬ 
counted for as a purchase and accordingly the results of 
the acquired companies have been included in income 
from the date of acquisition. Results of operations of the 
acquired companies prior to the date of acquisition are 
not material in relation to the consolidated financial 
statements. [See Note (I).] 

(C) Merchandise Inventories 

A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 


(Millions) 

Last-in, first-out (cost not 

January 30, 
1980 

January 31, 
1979 

in excess of market) 

Lower of cost (first-in, 

$ 

2,297.5 

$ 

1,697.5 

first-out) or market 

L 

448.1 

2,745.6 

L 

678.4 

2,375.9 

Excess of current cost 





over stated LIFO value 

L 

203.3 

$_ 

131.1 


Effective January 30, 1980, the company adopted the 
LIFO method of determining costs for domestic auto¬ 
motive and sporting goods inventories to conform with the 
method used for substantially all domestic inventories. 
The effect of the change was to reduce the inventory 
valuation at January 30,1980 by $12.4 million. 

(B) Equity Company Information 
The company and G. J. Coles and Coy. Limited (“Coles”) 
developed the K mart concept in Australia through K mart 
(Australia) Limited (“KMA"), 51 % owned by the company 
and 49% owned by Coles. In December 1978, the company 
concluded the restructuring of its investment in Australian 
retail operations by exchanging its 51% interest in KMA 
and certain other assets aggregating $65.6 million for 
36,154,000 newly-issued common shares of Coles, approx¬ 
imating the company's 20% equity in the net assets of 
Coles at December 30, 1978. [See Note (I) for results of 
operations of KMA included in the consolidated financial 
statements to the date of exchange in 1978.] Income 
earned under the K mart license agreement in 1979 of 
$1.3 million is included in licensee fees and rental income. 


The company’s equity in the income of Coles’operations r 
for the twelve months ended December 29, 1979 was ■ 
$12.8 million and dividends in 1979 were $5.5 million. The 
company’s investment in Coles at December 1979 and 
1978 was $72.9 million and $65.6 million, respectively. 
Coles’amounts have been translated into U.S. dollars at 
the current exchange rate at January 30,1980, and sum¬ 
marized financial information for their fiscal years is as / 


follows: 

July 1979 June 1978 
(Millions U.S. $) (57 weeks) (52 weeks) 

Sales $2,651.9 $1,723.7 

Net income $ 61.7 $ 42.5 

Total assets $ 670.1 $ 491.0 


All K mart footwear departments in the United States are 
operated under licensee agreements with the Meldisco 
Division of the Melville Corporation, substantially all of 
which are 49% owned by the company and 51% owned 
by Melville. Fees and income earned under the licensee 
agreements in 1979 and 1978 of $85.4 million and $74.3 
million, respectively, are included in licensee fees and 
rental income. The company’s equity in the income of the 
Meldisco operations in 1979 and 1978 was $24.6 million 
and $21.6 million, respectively, and dividends in 1979 and 
1978 were $18.2 million and $17.8 million, respectively. 


Meldisco summarized financial information follows: 


(Millions) 

1979 

1978 

Sales 

$572.7 

$496,0 

Net income 

$ 51.8 

$ 45,8 

Inventory 

$ 73.5 

$ 58.9 

Other assets 

51.6 

49.2 

Total assets 

125.1 

108.1 

Liabilities 

19.0 

18.9 

Net assets 

$106.1 

$ 89.2 

Equity of K mart Corporation 

$ 49.9 

$ 41,6 


■ ’ • 30 

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



Planned Marketing Associates, Inc. summarized financial 
information with respect to insurance operations follows: 

(Millions) 

1979 

1978 

Premium and other income 

$ 62.3 

$ 56.6 

Costs and expenses 

58.8 

54.4 

Net income 

$~ as 

$ 2.2 

Cash and receivables 

$ 30.4 

$ 15.3 

investments 

88.2 

84.6 

Policy acquisition costs 
and other assets 

53.6 

49.2 

Total assets 

172.2 

149.1 

Policy and claim reserves 

81.2 

69.7 

Other liabilities 

11.2 

10.0 

Equity of K mart Corporation 

$ 79.8 

$ 69,4 


(E) Compensating Balances and Current Notes Payable 
At January 30,1980, notes payable includes $177.1 million 
of the company’s commercial paper (weighted average 
interest rate 13.2%) and $8.4 million of notes payable to 
banks (weighted average interest rate 13.5%). The maxi¬ 
mum amounts of aggregate short-term borrowings out¬ 
standing during 1979 and 1978 were $651.9 million and 
$302.5 million, respectively. The approximate average 
short-term borrowings outstanding during 1979 and 1978 
were $364.0 million and $122.5 million, respectively, at the 
approximate weighted average interest rates of 11.4% for 
1979 and 8.4% for 1978. The weighted average interest 
rates were calculated using the average short-term bor¬ 
rowings for the year and the related interest expense. 

At January 30,1980, the company had bank iines of credit 
aggregating $505.5 million with interest rates approxi¬ 
mating the “prime" lending rate. In support of certain lines 
of credit, it is expected that compensating balances will be 
maintained on deposit with the banks, which will average 
10% of the line to the extent that it is not in use and an 
additional 10% on that portion being used whereas other 
lines require fees in lieu of compensating balances. The 
company is free to withdraw the entire balance in their 
accounts at any time. 


(F) Estimated income Taxes 

The effective income tax rate is reconciled to the Federal 
statutory rate as follows: 

Fiscal Year Ended 


(Millions) 

January 30, 
1980 

January 31, 
1979 

Income before income taxes 

$ 624.6 

$634.0 

Tax thereon, computed at 



statutory rate (46% in 

1979 and 47.83% in 1978) 

$ 287.3 

$303.2 

Increases (reductions) in 
taxes resulting from: 

State and local income 
taxes, net of Federal 

income tax benefit 

16.9 

16.9 

Investment tax credit 

(19.7) 

(15.7) 

Equity in income of 
affiliated retail 
companies subject to 

lower tax rates 

(14.1) 

(8.8) 

Other 

_M) 

(3.1) 

Estimated income taxes 

$ 270.0 

$ 292.5 

Effective rate 

43.2% 

46.1 % 

Tax effects of timing 



differences are: 

Accelerated depreciation 

$ 21.4 

$ 13.1 

Capitalized leases 

(11.4) 

(11.6) 

Other 

(7-6) 

(3.9) 


$ 2.4 

$ (2.4) 


The amounts shown on the balance sheets for deferred 
income taxes result principally from the difference between 
financial statement and income tax depreciation, reduced 
by the effect of accounting for certain leases as capital 
leases of $70.2 million at January 30, 1980. The net 
amount of current deferred taxes at January 30, 1980 of 
$12.5 million relates principally to accrued employee 
benefits and uninsured claims and is included in operating 
supplies and prepaid expenses. 

Undistributed earnings of subsidiaries which are intended 
to be permanently reinvested totaled $164.0 million at 
January 30,1980. 
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(G) Long-Term Debt 

January 30, 

January 31, 

(Millions) 

.1980 

1979 

6% convertible subordinated 

debentures due 1999 $200.0 

4%% notes payable in 
varying amounts through 

December 16,1983, $1.3 million 

$ 200.0 

due within one year 

6.0 

7.2 

Other 

_5J5 

211.6 

_35 

210.7 

Portion due within one year 

_32 

$ 209.4 

1.4 

$ 209.3 


The debentures due 1999 are convertible into common 
stock at $35.50 per share. The indenture relating to the de¬ 
bentures provides that the company shall pay $11.0 million 
into a sinking fund on July 15 each year from 1985 to 1998, 
inclusive. The debentures are subject to redemption 
through the sinking fund at 100% of the principal amount, 
or at any time at the option of the company at prices de¬ 
clining from 106% to 100% of the principal amount after 
July 15, 1994. At January 30, 1980, 5,633,522 shares of 
authorized common stock are reserved for conversion. 

Under the long-term note agreement, $997.6 million of 
income retained for use in the business at January 30, 
1980 is available for payment of cash dividends. 

Principal payments on long-term debt for-the five years 
subsequent to 1979, in millions, are: 1980—$2.2; 1981 — 
52.1; 1982—$2.1; 1983—$3.3; 

(H) Leases 

Description of Leasing Arrangements: The company con¬ 
ducts operations primarily in leased facilities. Store leases 
are generally for terms of 25 years with multiple five-year 
renewal options which allow the company the option to 
extend the life of the lease up.to 50 years beyond the 
initial noncanceilable term. Certain leases provide for 
additional rental payments based on sales volume in 
excess of a specified base. Also, certain leases provide 
for the payment by the lessee of executory costs (taxes, 
maintenance and insurance), and selling space has been 
sublet to other retailers in certain of the company's leased 
facilities. 


Lease Commitments: Future minimum lease payments 
with respect to capital and operating leases are: 


Minimum 
Lease Payments 


(Millions) 

Capital 

Operating 

Fiscal Year Ended January: 

1981 

$ 234.7 

$ 126.1 

1982 

232.9 

126.2 

1983 

230.6 

124.7 

1984 

227.5 

122.4 

1985 

224.4 

117.8 

Later years 

3,041.8 

1,563.2 

Total minimum 
lease payments 

4,191.9 

2,180.4 

Less—minimum sublease 
rental income 

Net minimum lease payments 

4,191.9 

(170.8) 

$2,009.6 

Less: 

Amount representing esti¬ 
mated executory costs 
Amount representing 
interest 

(1,119.7) 

(1,599.0) 



Present value of minimum 
lease payments, of which 
$50.9 million is due within 
one year $ 1,473,2 

Rental Expense: A summary of operating lease rental 
expense, estimated executory costs of all leases and short¬ 
term rentals follows: 

Fiscal Year Ended 
January 30, January 31, 


(Millions) 

1980 

1979 

Minimum rentals 

$ 190.2 

$ 172.7 

Rentals based on sales volume 

25.6 

22.7 

Less sublease rentals 

(262? 

(30.0) 


$ 189.6 

$ 165.4 
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Reconciliation of Capital Lease Information: Capital lease 
amortization and interest charged to operations are recon¬ 
ciled to minimum capital lease payments as follows: 


Fiscal Year Ended 
January 30, January 31, 


(Millions) 

Amortization of leased prop¬ 

1980 

1979 

erty under capital leases 
Interest expense related to 

$ 72.2 

$ 69.1 

obligations under capital 
leases 

120.3 

115.1 

Amounts charged to earnings 
Related minimum lease 

192.5 

184.2 

payments (excluding 
executory costs) 

(168.9) 

(160.4) 

Excess of amounts 



charged over related 
minimum lease payments 

$ 23.6 

$ 23.8 


The inclusion of capital leases of foreign operations 
increased currency fluctuation losses by $2.5 million in 
1979 and reduced currency fluctuation losses by $5.7 
million in 1978. [See Note (I).] 


(I) Segment and Geographic Information 
The dominant portion of the company’s operations are in 
a single industry, retailing general merchandise through 
the operation of a chain of discount department stores. 

in addition, the company has both domestic and foreign 
operations which are summarized as follows: 


(Millions) 

1979 

1978 

Sales: 

U.S. 

$12,077.5 

$10,681.7 

Canada 

653.6 

604.9 

Australia 


408.9 


$12,731.1 

$11,695.5 

Licensee fees and other income: 

U.S. 

$ 165.3 

$ 134.7 

Canada 

6.8 

7.2 

Australia 

14.1 

7.1 


$ 186.2 

$ 149.0 

Income from retail operations: 

U.S. 

$ 329.6 

$ 322.4 

Canada 

12.4 

13.2 

Australia 

12.5 

5.9 


354.5 

341.5 

Equity in income of 

insurance operations 

3.5 

2.2 

Net income for the year 

$ 358.0 

$ 343.7 

Identifiable assets: 

U.S. 

$ 5,087.4 

$ 4,350.5 

Canada 

352.4 

309.2 


5,439.8 

4,659.7 

Investments in and advances to: 

Affiliated retail companies— 

U.S. 

49.9 

41.6 

Australia 

72.9 

65.6 

Insurance operations 

79.8 

69.4 


Total assets $ 5,642.4 $ 4,836.3 


33 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



K mart Corporation 


In 1978,100% of sales and net income from Australian 
retail operations was included for Australia. The 49% 
minority interest which existed with respect to Australian 
retail operations was deducted from income from retail 
operations. In December 1978, the company exchanged 
its 51% investment in K mart (Australia) Limited and certain 
other assets for 20% of the total outstanding ordinary 
shares of G. J. Coles and Coy. Limited ("Coles”) of 
Australia. [See Note (D).] In 1979, the company's equity 
in income and license fees from Coles are included under 
the caption "Licensee fees and other income." 

Effective November 18, 1979,'K mart Canada Limited 
acquired S.C.C. Shoe Corporation of Canada, Ltd. and 
Canmart Shoe Limited. [See Note (B).] Results of opera¬ 
tions since the date of acquisition are included for Canada. 

Currency fluctuations reflect the effect of exchange rate 
changes recognized when financial statements of foreign 
operations are translated into U.S. dollars. Currency fluc¬ 
tuation losses of $2.4 million in 1979 and $2.8 million in 
1978 are included in income from retail operations. 

Identifiable assets are those assets of the company that 
are identified with operations in a specific geographic 
area. Corporate assets (assets which are used by two or 
more geographic operations) and transfers between geo¬ 
graphic areas are insignificant. 

(J) Stockholders’ Equity 

Changes in stockholders’ equity other than income re¬ 
tained for use in the business for the fiscal years ended 
January 30,1980, and January 31,1979, were as follows: 


Common Stock 

(Authorized 250,000,000 Shares 
($ in Millions) $1.00 Par Value) 


Balance January 25, 
1978 

Shares 

Outstanding 

121,649,781 

Amount 

$121.6 

Capital in 
Excess of 
Par Value 

$219.7 

Common stock sold 
under stock option 
and purchase plans 

492,423 

.5 

_SL9 

Balance January 31, 
1979 

122,142,204 

122.1 

229.6 

Common stock sold 
under stock option 
and purchase plans 
and conversion of 
debentures 

694,305 

.7. 

13.9 

Balance January 30, 
1980 

122,836,509 

$122.8 

$243.5 


Ten million shares of no par value preferred stock with 
voting and cumulative dividend rights are authorized but 
unissued. Currently, there are no plans for its issuance. 

At January 30,1980, there was a total of 12,993,291 shares 
of common stock reserved for possible issuance under the 
company’s Stock Option Plan, Stock Purchase Incentive 
Plan, Performance Award Stock Plan and for conversion 
of the 6% convertible subordinated debentures. 

(K) Earnings Per Common and Common Equivalent Share 
Earnings per common and common equivalent share were 
computed by dividing net income by the weighted average 
number of shares of common stock and dilutive common 
stock equivalents outstanding during each year. In making 
the computation for 1979 and 1978, common shares at the 
beginning of the year were increased by the number of 
shares issuable on conversion of the 6% convertible de¬ 
bentures (issued in 1974) and net income was adjusted for 
interest expense net of the related tax effect. The number 
of common shares in both years was increased by the 
number of shares issuable under the Stock Option and 
Stock Purchase Incentive Plans, less the number of shares 
which were assumed to have been purchased at average 
market prices with the proceeds of sales under the Plans. 

(L) Pension Plans 

The company and its subsidiaries have non-contributory 
pension plans covering most employees. Total pension 
expense for 1979 was $43.6 million as compared with 
$35.1 million for 1978. The company’s policy is to fund 
pension costs accrued. At December 31,1979, fund assets 
were in excess of the value of vested benefits. 
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(M) Stock Purchase Incentive, Option and 

Performance Award Plans 

Information on these Plans is summarized below: 


Stock Purchase Incentive Plan 

Number of Shares 
1979 1978 

Shares available for purchase 
at beginning of year 3,564,448 4,056,389 

Shares purchased during the 
year through payroll de¬ 
duction at $20.78 

per share in each year (693,524 ) (491,941 ) 

Shares available for 

purchase at end of year 2,870,924 3,564,448 


Under the Stock Purchase Incentive Plan approved by 
the stockholders in May 1976, employees of the company 
or of certain subsidiaries who have completed one year of 
service are eligible to purchase 4,500,000 shares of 
common stock through June 1981, at the lower of 85% of 
the market value on the first or last day of each plan year. 


Stock Option Plan 


' Available for grant at 
beginning of year 
Under option at beginning 
of year ($25.06 to $37.63 
per share) 

: Reserved for additional 
$ grants under 1973 Plan 
Options: 

Granted ($25.06 to $25.56 
per share) 

Exercised ($25.19 to $25.56 
per share) 

Cancelled ($25.19 to $37.63 
per share) 

Under option at end of year 
($25.06 to $37.63 per share) 
Options exercisable at 
end of year ($25.06 to 
$37.63 per share) 

Available for grant 
at end of year 


Number of Shares 


1979 

1978 

1,457,960 

37,780 

1,531,385 

951,565 


2,000,000 

278,300 

635,900 

500 


66,265 

56,080 

1,742,920 

1,531,385 

1,162,880 

1,031,733 

1,245,925 

1,457,960 


In June 1973, the stockholders approved the 1973 Stock 
Option Plan. Any option granted under the 1973 Plan shall, 
as designated by the Stock Option Committee at the time 
of the grant, be either an option, which is qualified under 
the Internal Revenue Code, as amended (a “Qualified” 
option) or an option which is not qualified (a “Non- 
Qualified” option). Under the 1973 Plan, 1,000,000 shares 
were reserved for granting of options to officers and key 
employees at 100% of the fair market value on the date of 
grant. Options under this Plan expire from five to ten years 
after the date of grant and are exercisable in annual 
installments, except that options granted to optionees 
over age 61 at the date of grant are exercisable in total 
at such date. 

During 1978, the stockholders approved two amendments 
to the 1973 Stock Option Plan. The first was to reserve an 
additional 2,000,000 shares of common stock. The second 
amendment provides for stock appreciation rights appli¬ 
cable to both currently outstanding options and to options 
granted in the future, which would allow the Stock Option 
and Award Committee to approve the request of an 
optionee who is an officer or director to surrender all or 
part of an option in return for stock, cash or a combination 
of both (at the Committee’s discretion) equal to any 
appreciation in the value of the surrendered shares over 
the option price. This feature of the Plan will be limited to 
officers and eligible directors (currently 23 persons) be¬ 
cause of the limitations applicable to them in dealing with 
such shares under the Securities Exchange Act of 1934. 
The total number of shares which may be received pur¬ 
suant to a stock appreciation right shall not exceed the 
total number of shares subject to the related option. A 
stock appreciation right may be exercised only to the 
extent that the related option is exercisable. Compen¬ 
sation expense (none in 1979 and 1978) is recorded to the 
extent that the market price of qualifying exercisable 
options exceeds the grant price. 
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K mart Corporation 


Performance Award Stock Plan 
During 1978, the stockholders approved the Performance 
Award Stock Plan. Under this Plan, 1,500,000 shares were 
reserved to be awarded to officers and key employees. 
The Stock Option and Award Committee will establish the 
performance standards and determine the formula to 
evaluate the awards. As of January 30,1980, no awards 
have been granted. 

(N) Replacement Cost (Unaudited) 

The company’s annual report on Form 10-K (a copy of 
which is available upon request) contains specific infor¬ 
mation with respect to replacement costs of inventories 
and productive capacity for the two-year period ended 
January 30, 1980, and the approximate effect which 
replacement cost would have had on the computation of 
cost of sales and depreciation expense for the two years 
then ended. 

The impact of replacement cost on inventories and 
related cost of sales has been substantially accounted for 
by the company through the use of the LIFO method of 
inventory valuation and the required inventory disclosures 
of related regulations. The impact of inflation has resulted 
in higher replacement costs per square foot of productive 
capacity. Such inflation increases have been offset by 
corresponding increases in sales per square foot while 
substantially maintaining gross margins on sales. 

Beginning this year, the company is also required to dis¬ 
close certain information regarding the effects of inflation 
on its financial statements in accordance with Financial 
Accounting Standards No. 33 (FAS 33), Financial Report¬ 
ing and Changing Prices. (See pages 21, 22 for further 
information.) 


(O) Subsequent Event 

On March 4,1980, the company, through a wholly-owned 
subsidiary, offered to purchase any and all shares of 
Furr’s Cafeterias, Inc. ("Furr’s”) for $28.00 per share in 
cash. Simultaneous to the tender offer three major stock¬ 
holders of Furr’s sold to the company 10.8% of Furr’s out¬ 
standing common stock at the tender price. A merger 
agreement providing for the merger of Furr’s with a wholly- 
owned subsidiary of the company, subject to the approval 
of Furr’s stockholders and certain other conditions has 
been executed. The Boards of Directors of Furr’s and the 
company have each unanimously determined that the 
offer and the proposed merger are in the best interests of 
their respective companies and stockholders. 

Based on the number of Furr’s shares outstanding, the 
total purchase price would approximate $70.4 million. The 
offer to purchase expires on April 1,1980. 



Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



(P) Quarterly Financial Information (Unaudited) 

Each of the quarters includes 13 weeks except for the fourth quarter of 1978 which includes 14 weeks. As a result of 
the restructuring, the company's Australian operations are no longer included in the company’s 1979 consolidated fi¬ 
nancial statements. -See Notes (D) and (I).] 


Consolidated Statements of Income (Unaudited) 

(Millions) Quarter 


1979 

First 

Second 

Third 

Fourth 

Sales-U.S. and Canada 

$2,616.6 

$3,038.7 

$3,050.2 

$4,025.6 

Licensee fees and other income 

27.4 

43.4 

36.7 

57.3 

Gross revenue 

2,644.0 

3,082.1 

3,086.9 

4,082.9 

Cost of merchandise sold 

1,899.8 

2,206.8 

2,203.5 

2,972.7 

Selling, general and administrative expenses 

Interest-net 

627.1 

685.2 

703.3 

823.4 

Debt 

6.1 

7.7 

12.9 

2.5 

Capital leases 

28.5 

29.2 

30.3 

32.3 

income before estimated income taxes 

82.5 

153.2 

136.9 

252.0 

Estimated income taxes 

37.8 

64.6 

61.0 

106.7 

Income from retail operations 

44.7 

88.6 

75.9 

145.3 

Equity in income of insurance operations 

.9 

1.1 

.8 

.7 

Net income 

$ 45.6 

$ 89.7 

$ 76.7 

$ 146.0 

Earnings per common and common equivalent share 

$.37 

$.71 

$.61 

$1.15 



Quarter 


1978 

First 

Second 

Third 

Fourth* 

Sales: 





U.S. and Canada 

$2,195.1 

$2,680.4 

$2,689.0 

$3,722.1 

Australia 

73.1 

92.2 

93.8 

149.8 

Total sales 

2,268.2 

2,772.6 

2,782.8 

3,871.9 

Licensee fees and other income 

22.5 

36.0 

31.3 

48.5 

Gross revenue 

2,290.7 

2,808.6 

2,814.7 

3,920.4 

Cost of merchandise sold 

1,671.9 

2,024.4 

2,048.3 

2,821.1 

Selling, general and administrative expenses 

Interest-net 

523.4 

598.9 

602.1 

778.4 

Debt 

3.5 

4.3 

7.3 

1.7 

Capital leases 

27.6 

27.9 

29.3 

30.3 

Income before estimated income taxes 

64.3 

153.1 

127.7 

288.9 

Estimated income taxes 

30.3 

72.5 

60.8 

128.9 

Income from retail operations 

34.0 

80.6 

66.9 

160.0 

Equity in income of insurance operations 

_ A 

.5 

.9 

.4 

Net income 

$ 34.4 

$ 81.1 

$ 67.8 

$ 160.4 

Earnings per common and common equivalent share 

♦Fourth quarter of 1978 includes 14 weeks. 

$.28 

$.65 

$.54 

$1.27 

Cost of merchandise sold was calculated during each interim period utilizing 

Quarter 

1979 

1978 

estimated gross profit rates, including an estimate of inflation in the prices 
of merchandise purchased during the year. If the results of the physical 

First 

$ .03 

$ 

inventory and the annual rate of inflation determined by using the Bureau of 

Second 

.03 


Labor Statistics Department Store Index had been known on a quarterly 

Third 

(.01) 

.04 

basis, earnings per share would have been increased (decreased) as follows: 

Fourth 

(.05) 

(.04) 


37 
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